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I. lytHOUUCTlOOl 



The Technology Policy Task Force of the Conaittee on Science, Space, and Tech* 
nology is conducting a study to identify basic probless and Bake recoaaenda* 
tions on public policy for the development and application of technology. One 
isportant aspect of the study deals with issues related to technological change 
and imius trial transition as they apply to the labor force* 

On July 1, 1987, the Technology Policy Task Force hald a hearing on the effects 
of technological change on the labor force. The purpose of the hearing vas to 
exanine the factors contributing to current pressures on Aaerican workers and 
to suggest governaent, industry and labor policies for dealing with the prob- 
lens. 

The hearing was proapted by the fact that nany Aaerican workers are losing 
their jobs in traditional aanufacturing industries. Soae of these job losses 
have resulted froa increased productivity in the nanufacturing sector. But a 
nuaber of other factors contribute: 

o decreased aarket penetration (induced initially by the high value of the 
dollai' which once lost is difficult to re-establish; 

o the world debt crisis which has resulted in a loss of oarkets in debtor 
countries; 

o increased coapetition froa other countries; 

o foreign governsent trade promotion policies including tax provisions fa- 
voring exports; 

(1) 



ERLC 



6 



2 



o oversupply of certain comsodltles; 
o Substitution of products; and 
o shifting consuaer prefsrencss. 



under the circuastances, there clearly is a need for increased attention to 
technology applications, long-tern narket developaent, and product quality. A 
coaplication is that eanufacturing "coapetitiveness" nay not 
Insui-e aanufacturing eaploy«ent in industrialized countries as the labor coa- 
ponent becoaes a decreasing proportion of total costs. 

In soBQ of these areas, the conditions nay have been causisd by factors Khich 
Here out of U.S. control but to Khi'h the nation had to react. In other cases, 
Internal policies aay have created the problen. Regardless of the csuso, theso 
developments have done considerable danage to the labor force in traditional 
aanufacturing fields. Many of the workers who lost their Jobs have been ab- 
sorbed in the Job aarket, but at lower wages; others have reaained uneaployed. 

This hearing considered public and private policies which can address soae of 
these developaents, adjust the focus of education, retrain displaced workers, 
or in soae aanner cope vith the pressures on Atiorioan workers, either by ad- 
dressing industrial declines and shifts directly or by channeling workers' pro- 
ductive energies into areas where they can aake a contribution. 



U»e witnesses addressed the following issues: 



Causes and Scope of the Problea 
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o Vhat factors have contributed to the decline of certain industrial sectors? 
What is the relative contribution of such factors as the value of the dol- 
lar or trading practices in other countries, and to what extent is the de- 
cline a result of U.S. industrial practices Hith respect to technology ap- 
plications, innovation, product quality, or aarketing? 



o Although nany workers have been aoved out of smokestack industries at great 
personal cost to thea — extended periods of uneaployaent or reeaployaent 
at reduced wages — the United States has laintained a relatively low unea- 
ploytent rate, while at the saae tine substantially increasing the labor 
force participation of wcnen. What conditions have Bade thia possible? 



As declining industries and increased autoaation reduce the nuaber of blue-- 
collar jobs, what type of eiployaent opportunities will be available for 
these workers? Will there be enough desirable Jobs to replace those 
changed or eliainated by autoaation? To what extent can "inforaation- 
based" or service industries coapensate for these losses? Are relative in- 
coaes likely to aatch those found today in traditional nanufacturing Jobs? 



Public and Private Sector Policies 



What are the key governaent, industry, and labor policies — or lack of 
thea — which have contributed to the current pressures on American work- 
ers? What specific governnent and private sector policies can assist work- 
ers or coaaunities adversely affected by technological advances or indus- 
trial transition? How can governaent provide incentives for industry to 
take responsibility for adjustnents necessitated by industrial change? 
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0 ttbat role otn governsent, private industry, and labor play in the training 
and eeplojmmt of youth and displaced workers? Under uhat conditions have 
current basio skills and retraining prograas been effective in helping 
their pv^tioipatits find eaployient? Vould eaployvent prograas be aore 
feotive if they Here specifically associated with governaent policies and 
incentives effecting other aspects of industrial adjustaent, for ezaaple, 
assistance for firas which are aoving into aore productive industries? 

The hearing was designed to exaaine these issues tvom different perspectives 
rather than arriving at definitive **solutions". The suaaary below is taken 
froa the written testiiony and dialogue of five panelists who, for three hours 
in a frank and direct way, ;!iared with the Coaaittee their views about how to ' 
respond to probleas of industrial change. The panelists represented different 
const! tuenoieo and different theoretical approaches. They soaetiaes disagreed 
about how to solve probleas or, indeed, where they would focus attention. But 
their coiaents also reflected a shared understanding of Aaerica*s changing role 
in the global econoay and a strong coaaltient to developing public policies to 
alleviate adverse effects on workers and coaaunities. 
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SOItttRY PAKEL'S OCWOCSIOMS AK) REOOMKBXDATIOKS 

A, Factora ContributlriK to Enploygent Trends 

1. Technological Advances 

The panel concluded that technological advances have a positive iapact on 
eaployient and wages for the econoay as a vhole, al^nough in the short- tero 
those advances oay t>e responsible for worker dlsplaceaent in specific in- 
dustries. The panel stressed the iuportance of developing public policies 
to address these disloc4^tions. 

T\^chnological advances are expected to becoae Increasingly iaportant as the 
United States faces intense foreign coapetition in a nuaber of industries. 
Koreover, as a world debtor nation, the United States nust increase its ex- 
ports in order to service its debt without aajor dislocaticd. As one pan- 
elist put it: ♦^The issue is whether we ai'e going to tcxport] at a reason- 
able level of [the] dollar or at a dollar that totally underaines our liv- 
ing standards.... And I think ultinateXy that does rest on technology**. 

Qianges in technology uevelopsent and transfer worldwide say require 
chanjjes in our apr.oach to technology developaent. The rate of exchange of 
scientific and .technological knowledge has increased. Although the United 
States currently depends to a greater extent than other OECD nations on 
R&D-intcnsive exports, any advantage resulting iVoa knowledge alone is 
likely to becoae acre difficult to aaintain. Our coapetitiveness will de- 
pend increasingly on our ability to apply that knowledge to the devolo{»ent 
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of it^H products and aanufacturlng techniques. 

Horeover, as foroUn countries overtake us In soao fields of technology, 
our coipetltlveness also wU}. depend on our ability to build on technologi- 
cal advances m other naltons as ifell as our own. As one panel aeaber put 
It, H think there Is an abysmal Ignorance about the atato of technology in 
the rest of the wrld... I think that exploiting this capacity to learn 
fro« others rather than to Innovate and do It all alone Is soaethlng that 
Is going to be sore opan to us as Indeed, ue bccono closer to a situation 
of first aaong equals, rather than this doalnant technological giant". 

2. Jhe Balance of Trade 

Tlie effects of technological change on eaploynent are gradual «n cooparlson 
with other econoalc factors, particularly the large trade and budget defi- 
cits. At least In the short run, these fiictors appear to be aoro signifi- 
cant deteralnants of total esployaent and the extent to which the U.S. 
cconoay can continue to swpport Increases In the standard of living. 

Tlie U.S. trade dor.clt Is closely linked to the budget deficit, with the 
high value of th^ dollar the prlaary decharlsa Initially Inducing the trade 
deficit. Over the past two years, there has been a substantial decline In 
the value of the dollar and with tlee, this decline Is expected to letd to 
an laproveaent in the trade balance. 

But as one panelist noted: «...the dollar's fall Is not a panacea. Its 
decline will reduce the purchasing povei of Aaerlcan consuners. But the 
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day of reckoning fro« the excess consuiptlon enjoyed thus far in the 1V80s 
cannot be postponed forever,, Substantial reduction of the jfovenuienl 
deficit, end In particular, the federal budget deficit — is by far the 
■ost feasible, if politically difficult. Although eacroeconoalsts aay dis- 
agree about the desirability of cotpletely ellilnatlijg the federal deficit, 
there Is a broad consensus that the deficit lust eventually be brought down 
significantly from Its current il5O-200 bfliion range to soie thing on the 
order of $50 blUlon. There also Is consensus in the policymaking cowun- 
ity that deficit reduction should take place gradually and, if tiie need 
arises, teaporarlly halted or even reversed If the econoay slides into a 
recession". 



Although panelists agreed about the key role of the budget deficit, there' 
Has soie d^sagreeaent about Uie relative importance of other factors typi- 
cally linked to the trade deficit — low-wage inports, unfair trade prac- 
tices, and failures m U,S, nanufacturing capabilities. While one panelist 
found an "element of truth" in each of these explanatic s, he believes they 
should not be the driving "^rce behind our trade policy because they do not 
account for overall trendj. in th balance of trade, Soae other paneli3»;3 
fait these factors should be given considerably more weight. 

To put the discussion in context, however, it is of interest to note that 
it reflects a shared understanding of the basic problem. As one panelist 
put it: "While America continues to have the world »s largest GHP and to 
occupy a lt»dlng position m the global economy, m several respects the 
American economy is no longer preeminent,,,, "Americans loss of global 
lead,,,lhaa) raised questions about the future ability of the econoay to 
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sustain tha rise in living standards recorded in the past*** 

But pstnallsts proposed different explanations and different public policies 
to deal with the problea. In U»* viteW of one panel caber, "efforts to re- 
capture the past by retreating 1 > Isolation**, by erecting trade barriers, 
for eza^le, csniiot succeed. An cher believes aanaglng trade becoaas even 
more iaportant In a global econocy where U.S. coapanies now have ready ac- 
cess to lovowage workers In foreign countries and where aany foreign coi- 
panies theaselves are billing to export to the United States at a financial 
loss* 

To aoie extent, panelists lay have reached different conclusions because 
they focused on different questions* The conclusion one draws about our 
ability to coipete with low-wage countries aay be quite different for the 
econoay as a whole than for specific industries. Soae observers believe 
trade restrictions are counterproductive for the national econoay — and 
rarely solve the laaediate problea* For others, they are essential to save 
specific industries which theaselves are vital to the rational Interest. 

Part of this discussion focused on concerns that the United States Is los- 
ing its industrial base* The data show that individual U*S. Industries 
have experienced lajor probleas but, overall, aanufacturlng is approxi- 
■ately the saae proportion of our gross national product as it was In 1950. 
Hanufacturinc production has increased by about 20 percent since 1980, ap- 
proxliately consistent with the rest of the econoiy* 

However, the share of aanuf&cturing in eaployaent has declined froa 30*8 



10 

percent of eaployient In I960 to 19*9 percent In 1985 (although the size of 
the labor force in Banufacturing industries has retained roughly constant 
at 20 Billion for the past 15 years). As one panelist put it, the decline 
in share of eaiploy«ent results not froa "a loss of our ability to produce 
goods", but froi "our enhanced ability to produce goods, Kore rapid pro- 
ductivity growth in the goods productive sector, has been the doainant rea- 
son for the share of aanufacturing in our eiploysent", 

HbJrever, sose panelists felt these statistics lay ovsrostiiate the coipeti- 
tiveness of the comsercial sector. Clearly there are dif faiences aaong in- 
dustries. And one panelist noted: If "you take the nilitary piece out of 
it and leave the coBserclal piece,,, then you get a luch clearer picture of 
hz'j we ere de industrializing in teras of our ability to coapete in this - 
glotal econoay and to really produce goods,,,," Another concluded: "Froa 
19^5 to 1965 we had no coapetition. And we thought we were good. In fact, 
we were lousy. That's a really very tough concept to get, and ho 're work- 
ing ourselves out very slowly, very slowly**, 

3' Trends in the Service Sector 



Host panelists concluded Aserica's transition froa a aanufacturing to a 
service econoay does not appear to be having significant effects on the na- 
tion's income distribution. Nor did they anticipate an overall decrease in 
the size of the aiddle class. But they Jid focus on two probleas associ- 
ated Hi^h the growing nuabers of Jobs In service and high technology indus- 
tries. First, cany displaced workers In traditional industries are not 
finding equivalent Jobs in other parts of the econoay. At least one panel- 
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lat felt this income loss was core than a tesporary proble« of industrial 
transition. As ha put it, "••••we are Hitnessing the downgrading of the 
standard of living not or»ly of currently displaced blue-collar uorkers, but 
the freezing of future incoae opportunities for new workers," 

Second, individuals who do not have ainlaua educational coapetencies are 
expected to have increasing difficulties finding Jobs, One panelist noted, 
• ••"basic skills of literacy, nuaerical reasoning, problem solving, written 
c<»aunication, are and^^ •probably will becoae acre iaportant for labor 
force entrants to obtain quality Jobs in the work place of the future"^ 
But there is little evidence that technical skill requireaents will be sig- 
nificantly increased by technological change: ",• •technologies over the 
course of their developeent Ctend]^^^to reduce their skill requireaents for 
operation^,^^ So we don't see a need for a radical upgrading, for excaple, 
in coaputer literacy of the O^S. population ts a whole in order to obtain 
quality entry level Jobs"^ 

While Manufacturing productivity .las increased, productivity in the service 
sector — which accounts for 60 percent of what we produce — is down^ 
this decrease is contrary to "conventional wisaon", irtiich assuaes greater 
productivity, and fewer Jobs, with increasing coaputerization^ Indeed, ac- 
cording to soie panel aeibers. Just the opposite has occurred^ Service in- 
dustries have provided a growing nmber of Jobs, in part because they are 
inefficient • Although coaputer technology has the potential for iuproving 
the productivity of service workers, as one panelist noted: "Coaputers 
wiU not sake a badly managed business better • The expenses for coaputeri- 
zation and the increased rigidity in coaputer-ianaged procedures are likely 
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to accelerate the decline of iaco«pet«nt tanageient,,,. One should auto- 
sate successes^ cot failures'** 



The panellet also concluded that "vo deploy a larger proportion of our na- 
tlonal amts [than do other nations] on Banipulating and shufHing infor- 
mation that doesn't produce anything," Ha feels ve have been able to aain- 
tain an inefficient inforcation sector because there is not yet a strong 
global aaricet for infonation services: "if and when it coaes, the pres- 
ent accuaulation of unproductive practices in the U,S, wiU create a aas- 
sive ^Jhcaval, exceeding in severity what we hava so far experienced in the 
decline of industrial Aierica", 

The panelist repoaaended that: (1) Congress redirect soae of its attention 
froa the probleas of Banufactu^lng Industries to probleas of the service 
sector; and (2) the Rational Science Foundation sponsor studies of the fac- 
tors affecting productivity gains and losses by the inforaation workforce. 
In addition to considering the effects of technology on productivity, the 
studies would ass^ the impact of Congressional policies such as the Tax 
Refora Act of 1986, 



FlnaUy, one panelist expressed reservations about the possibility of con- 
ducting sound research in this area: "The arguaent that services are not 
productive is tad theory and vorse statistics, Ve don't know how to aea- 
sure productivity in services,,,, I [also] aa very worried, about bureau- 
cracy and the lack of effective aanageaent. But I wouldn't blaao that on 
technology,,,, I think a very big technology like coaputerization takes a 
very long ttaa to peraeat So, I would argue that in thinking about 
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fundaaental technologies — and coiputerlzatlon la one — you need a very 
long tlia perspective.** 

B. /He Policies for Addressing Worker and CoaBunlty Dislocations 

- j% 

1. Revitalizing Specific Industries 

Panel neabers held different views about the advisability of federal Inter- 
vention to revitalize specific Industries, although there was strong agree- 
•ent that high priority should be given to developing public policies for 
addressing worker and coaaunlty dislocations. One panelist concluded: "I 
do not think that the governuent should get Involved in detailed prograas 
of the nature of conditionality, fundaaentaliy because I don't believe that 
the govemaent knows what it takes to revitalize an industry, say 
give the industry a breathing space. Give thea a declining tariff, and let 
the chips fall where they nay**. 

However, another argued **against transition scenarios which assuae the 
sharp decline or deaise of a particular industry**, instead advocating **a 
transition to a acre world-class format for the saae industry**. He also 
argued that Congress should not enact aeasures to facilitate capacity re- 
duction by providing *«econoaic and tax incentives or antitrust relaxations 
for closures'*, 

2* Usln^ Declining Tariffs to Finance Worker Read jus taent ProRr^«« 

One panel aeaber recoaiended that revenues raised froa tariffs and froa 
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auctioning off tho quotas we currently have should be eariarked for assist* 
ing workers adversely affected by iaports, rather than used to provide 
long-tera protection to declining industries. Ifnder thic proposal, tariff 
rates irould be scheduled to decline over time. All existing quotas and 
other quantitative restrictions would be converted to their tariff equiva- 
lents by auctioning then off to the highest bidders. 

In his view, the lajor advantage of earaarking funds is to provide a 
"safety valve" against protectionist pressures as well as to raise revenues 
for prograas which have be';oae increasingly ineffective because of inade- 
quate funding. 

However, so»e panelists de:^cribed practical difficulties in attributing ' 
worker dislocations to specific causes, like iaports, technology, or poor 
aanageaent: "... targeting workers according to the cause of their 
displaceaent would induce severe cdBinistrative probleos and result in 
severe delays in the delivery of services, siaply because its so difficult 
to deteraine the precise cause of displaceaent of an experienced worker". 

Expediting Reeaployent 

The panel strongly advised that incentives to industry and workers should 
Mpedite the reciployaent of displaced workers, noting that soae prograas 
have delayed adjustaent by giving extended uneaployaent coapensation pay- 
aents without positively encouraging workers to find alternative eaploy- 
aent. As one panelist put it, "...there is indeed soaething very trauaatic 
and difficult for a worker who was earning a high wage to now have to ex- 
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perienco a precipitous decline in his or her incoie. Indeed, there is an 
incentive to delay adjustaent because of that erosion in the incoae that 
that worker would experience". He recoaaended a fora of ws« insurance 
for displaced workers whic:i wouxd coapensato thea for a proportion of the 
erosion in their wages for a specified tlae period. 

Financing Training and Education 

Panelists aade several proposals for financing prograns for those workers 
who chose education and retraining. All proposals circuavented traditional 
funding aethods in an atteapt to increase resources. One panelist sug- 
gested a federal loan prograo which would sake it possible for anyone who 
wanted to undertake higher education or retraining in a recognized insti- ' 
tution to receive full resources froa the government and then t>e liable to 
pay it back through incoae tares contingent on future incoae. A second 
proposal was for a prograa of federally-provided direct loans or loan guar- 
antees, adainistered by state and local authorities to displaced workers 
who could use the loans to finance retraining or relocation or to establish 
new businesses, A third panelist proposed tax deductions for education and 
training expenses. 

Insuring Coaaunities against Severe Econoaic Losses 

One panelist proposed a tax base insurance prograo for aunicipalities, 
counties, and states faced with severe econoaic losses, Coaaunities could 
insure their tax base and then be reiabursed for soae proportion of the 
erosfon of that base (not due to a change in the tax rate) for some period 
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of tlaa. SlBUlatlon studies suggest that the prograi could be operated on 
a self-financing basis by pooling the risk on the assuaptlon that short- 
falls are unlikely to hit all cotaunltles at the same tl«e. 

Strengthening Title HI of Wie Federal Job Training Partnership Act (JTPA) 

Panelists also racoaaended strengthening Title III of the Federal Job 
Training Partnership Act (JTPA) by: (1) Increasing JTPA's coverage of dis- 
placed workers froa the current level of 6-7 percent; (2) broadening the 
range both of employaent and training services; (3) broadening incoie sup- 
port for displaced workers engaged in training; and W revising state un- 
eaployient coapensatlon laws to guarantee that displaced workers who are 
eligible for uneaploynent coopensatlon can receive benefits during train-' 



As the proportion of existing labor force parclclpants to new entrants in- 
creases over the next decade, policies to retrain existing workers will be- 
come increasintay important. But strong eaployaent counseling and placed 
aent services remain the most practical alternative for many displaced 
workers. As one panelist put it: "It is desirable to have reasonable 
amounts of retraining money in the JTPA program available for workers who 
need and want and car profit from retraining. But the sad fact is that 
many workers with minimal educational coapetencies cannot be effectively 
retrained.... I have long favored a federally financed Jobs program at 
mlnlaua wages — with remedial educational opportunities — for those who 
need a Job**. 



ing* 
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Evaluatlai ot feJ^rta aciplcjraont $M tntlnlns prograu rosalns a fo^lM* 
do not yet hare rigorcus evaluation data to assess the effectlvenew of 
th&ae projjraaa, Altiough th^re is -joac evld- ^tj In port anecdotal — 
that the prograaa lippove eaplojrKHit .-ospects, tho,*e id '.ifctle knoH^edgo 
to provide guidelines for prograa design. 

7. Providing Displaced Vorkers the Option of Early Retlreaent 




So«e panel leabers stressed the laportance of an early retlrctent option* 
They argued that lost of our Industrialized partners provide these optloar 
as a Batter of social equity as well as to facilitate structural change. 
One panelist noted that It Is coaaon practice for European countries to of- 
fer early retlreaent at age 55 or 58: "It looks to ae like a alnlaua kind- 
of a thing that a civilized society night be willing to do.« ^n the view 
of another: "...workers are unable to be syapathetlc with the goals of In- 
dustrial transition since there are little transitional prograas assisting 
thea." 

8. Requiring Advance notification of Plant Shut-downs or Large-scale Layoffs 

Moat panel aeabers advocated aandatory advance notice. One recoaaendatlon 
was for at least two to three aonths notice of plant shut-downs or large- 
scale layoffs. Saali flrns or flras encountering unforeseen business clr- 
cuastances would be exeapted. An alternative was to reduce the tax burden 
on flras providing advance notice. 

Voluntary advance notice appears to provide substantial notice to only a 
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aaalX proportion of tho work force, Ono panelist noted that "under the 
current voluntary ayate3...the costs of plant closings In vhlch advance no- 
tice is not provided are borne prliarlly by the taxpayers (Including other 
employers) and the affected workers..,. Requiring advance notice can re- 
distribute the costs of layoffs and plant shut-downs". Another argued: 
"If you can have aanageaent have all kinds of tbese golden parachutes, the 
least you can do Is if you've had a worker for ^ years on your payroll, to 
give hU a couple of aonths notice", A third compared advance notice with 
a requirement that landlords give their tenants 30 days' notice: ",,,lt 
Juat seeas to ae that dropping people, particularly when It's en aasae, in 
an environment Is Juat soaethlng which Is basically inhuaan,,,, I haven't 
seen the property market come grinding to a halt as a consequence of manda- 
tory advance notification for property, and I would do the same thing for - 
plant dosing". 

One panelist expressed his opposition to plant closing legislation because 
he felt it waa impractical and would not achieve its purpose. He suggested 
instead a profit-sharing plan which he believes would be more effective in 
alleviating the basic problem: ",.,90 days is Just not enough for someone 
to be able to reconfigure their life, ,,, those companies that are Involved 
in gain-sharing ,,, these workers have a long-term understanding and infer- 
mation aoout the competitive viability of the firm,,,," 

9. Providing Second and Third Chance Opportunities to Cain Basic Skills Com- 
petencies 

The panel agreed tha*- basin coapetencles in communication and problem- 




ERIC 



19 



solving skills would bccoae Increasingly Uportant In the workplace of the 
future. One panel seaber put it this way: 

"The Federal Governaent [should encourage] state and local governaents and 
the private sector to provide second and third chance opportunities to 
young people who drop-out of high school lacking basic coapetencles — 
arlthietlc, reading, coaaunlcatlon — without which they can't get or hold 
a Job In the service econoay that currently provides 3 out of every M 
Jobs". 

"These basic skills programs would be aoro effective If they mre linked to 
Jobs since the young people who drop out of school have a negative laage of 
the educational process...** 

Ihe aajor concern Is that »'aany alnorlty youth are coalng Into the labor 
force blocked froa coapetlng for aalnllne Jobs** because of the very high 
drop-out rates in the inner city.... *'We have a whole section of our popu- 
lation that Is cut off f^oa the new w*»rk force. That Is the single aos^ 
serious problea that I see In the Aaerlcan econoay today. And that aeans 
that since I don't believe we can restruoture the eleaontary and secondary 
fichoollng very quickly... we have to have second and third chance opportunl- 



Overall, there is scao cause for optlalsa about the ability of the econoay 
to provide Jobs for young people: **...the outstanding feeling that I have 
about the Aaerlcan econony is that In a continuing exp?Jidlng labor aarket 
have had nore and nore Jobs — the young people can by and Urge 



ties". 
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8ak9 if*. 



Hi HAJOR ISSOES iUPRESSED « TBS HEARIUS 



A. Factors C antrlbuclng to Biployent Trends 
1. Technological Advances 

Tho panel concluded that technological advances have a positive ;»pact on 
eaployient and wages for the oconoay as a whole, although in the short- term 
these advances say be responsible for worker displaceiont in specific in- 



Dr. Mowery, representing the Panel on Technology und Eaployient of the na- 
tional Acadeay of Sciences, put it this way: 

"...rather than belnf^ a central cause of the probleas of un- 
eaployaent and low earnings growth within this econoay, tech- 
2212S3C i5 i !<SX ES!i of the solution to these problems. ITie 
U.S. econoay faces increasingly Intense foreign coapotltlon 
in a number of industries, and the aaintcnanco of high levels 
of eaployient and earnings in the face of such coapetitlon 
requires productivity growth, which in turn depends on the 
rapid developaent and adoption of new technologies'*. 

Dr. Lawrence described bow technological advances Bight help to ailevlato 
our budget and trade deficits: 



dus tries. 
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"** •the QniUd states has becoae a world debtor nation* 
Tlrua, the world haa been willing to lend to ua while <fe have 
been engaged In the spending binge* But what we know about 
the future Is at a alnlxua you have to service your debt* Ve 
aee It with developing countrlea today* Tliey have no choice 
but to learn to export* Tlie aaae is true cf ti>e U*S* looking 
over the next decade* Tlie Issue Is whether wo are going to 
do It at a reasonable level of (the] dollar or at e dollar 
that totally underlines our living standards****" 



••And that***hlnges I think ultl'^ately on our manufacturing 
sector because that's the doilnant source of traded goods In 
the econoiy* Ve are going to have to l*iarn to reverse •.*eur 
picture In trade* And I think ultimately that dees rest on 
technology"* 



Dr* Ginsberg also st^'essed the Uportance of technological advances, par- 
ticularly In civilian Industries: 




■ihero Is no way for the U*S* to get Itself repositioned in 
the new world econoay without heavy reliance on new and bet- 
ttf technology* .*. Congress should keep its eye on strength- 
ening our technological base, not restricting It* Hy own 
view is that we havo a lopsided federal R&D with too such 
■oney going into defense"* 
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Df. Kowery noted that the United States depends to a greater extent than 
other 0^ nations on R&D*intensive exports. But changes in technology de« 
velopaent and transfer Korldwide say necessitate changes in our approach to 
technology developaent. 

Ha observed: 

"The rate at **hich new technologies and scientific knowlecge 
floHS across national boundaries appears to have increased, 
aeaning that any knowledge-based cospetitive advantage held 
by U,S, firns nay well be aore fleeting in the future..,. 
Therefore, the payoff increasingly coaes fros the eabodinent 
in new products, the adoption in new process technologies, 
and there Bay be a role for exploring funding of soce of 
these activities a little further downstreaa. It certainly 
has operated fairly effectively in agriculture.,, in aeronau- 
tics research.. .in areas of pharsaceuticals**. 

Panel oeobers esphasized the ioportance of building on technological ad* 
vances in other nations as nell as our own, 

A3 Or. Lawrence put 11: 

**I think there is an abysaal ignorance about the state of 
technology in the rest of the worlt^, the degree to which in 
nany areas foreigners have overtaken us. ...what [can we] 
do to give our workforce a global perspective and, indeed, 
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our aanagers a global perspective? Wiat do we do to encour- 
age people to travel? What do we do to encourage people to 
obtain language 3killa?...He have now the advantage of being 
in a sense nuaber two in certain areas. We don't have to in- 
novate totally. We can copy. We have learned that in our 
auto Industry as the Japanese have noved in bringing with 
thea the superior lanageaent tochniques. But I think that 
exploiting this capacity to learn froi others rather than to 
innovate and do it all alone is soaething that is going to be 
■ore open to us as, indeed, we becoso closer to a situation 
of first aaong equals, if you will, rather than this doalnant 
technological giant >" 

Although technological advances contribute to taployaent and wage growth 
for the econoay as a whole, they cause hardships for individuals in spe- 
cific industries. 

Dr. Kowery stressed the iaportance of developing public policies to addresa 
these dislocations: 

"...technological change does, has had, and will continue to 
have severe consequences on the eaployaent prospects for in- 
dividuals in speciriu occupations and specific industries. 
But the iapacts, by and large, are sectoral rather than ag- 
gregate. Therefore, the role, in the panel's view, of ad- 
Justaent policies adopted by the public and private sectors, 
is to facilitate the aoveaent of workers and resources froa 
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decXlnln^ to expanding sectors'*. 
As Dr« Ginsberg put it: 

*...aU you have to do la look at Aaerican agriculture and 
realize that technology m the larger sweep of things brought 
the labor force down fro« 90 percent of the total labor fores 
in agriculture to three percent or below". 

These transitions are likely to be gradual, Dr, Ifowery noted; 

^152 eaployKent lapacts of technological chanKe typically oc^ 
cur gradually b^ coiparlson with other sources of econoMlc 

Although scientific discovery aay and often does oc- 
cur rapidly or ^Siscontipuously, realization of the e«ploy«ent 
effects of technological change requires the widespread adop- 
tion of new technologies, which depends on the relatively 
gradual processes of Jnvestsent in and 'debugging* of new 
technologies**, 

2, The Balance of Tt*ade 

Dr, Mowery stressed that **technological change Is but one of a large nuiber 
of forces affecting total eaploynent and uneiploynent, and appears to be 
far froa the «ost itportant factor". At least in the short run, other eco- 
nomic factors, particularly the large trade and budget deficits, appear to 
be «ore significant detcriinanta of total employment and the extent to 
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which the O.S. econoay can continue to support Increases In tha standard of 
living. A aajcr part of. the bearing focused on the O.s. trade deficit, its 
causes, and possible public policies to reduce it. 

The panel concluded that there Has a strong relationship between tha trade 
and budget deficits. However, there was sok dlsagreesent about the rela- 
tive iaportance of other factors typically linked to the trade deficit — 
loif-Kage imports, unfair trade practices, and failures in O.S. aanufactur- 
Ing capabilities. 

While Dr. Lajfrcnce found an "eleaent of truth" in each of these three ex- 
planations, he believes they should not be the driving force behind our 
trade policy because in his view they cannot account for the facts. Soie ' 
other panelists felt these factors should be given considerably acre 
weight. 

To put the discussion which follows in context, however, it is of interest 
to note that it refxects a shared understanding of the basic problei. As 
Dr. Lawrence put it: 

•Tftiilo Aeerica continues to have the world's largest CX? and 
to occupy a leading position in the global econoay, in sev- 
eral respects the Aaerican econoay is no longer clearly pre- 
eainent. ...Aaerica aay provide its citizens with the 
world's highest living standard, but the lead is closer to 
ten rather than fifty percent". 
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channels linking the U.S. with the global econoxy have 
becoao de«p and wide and* they transalt shocks In both dlrec- 
tlons* This Increased global integration of the econoay has 
been associated with a period of xuch weaker dozestlc eco* 
noalc pcrforzance.*..** 

"Aaerlca's loss of global lead...Chas] raised questions about 
the future ability of the econoay to sustain the rise In liv- 
ing standards recorded In the past". 

But panelists proposed different explanations and different public policies 
to deal with the problem . Dr. Lawrence argued that "efforts to recapture 
the past by retreating Into Isolation", by erecting trade barriers, for ex- 
aaple, cannot succeed. Kr. Wllllaas believes aanaglng trade becoxes even 
Bore Important in a global econoay where U.S. coipanies now have ready ac- 
cess to low-wage workers In foreign countries and where aany foreign coa- 
panles theaselves are willing to export to the United States at a financial 



To soce extent, panelists lay have reached different conclusions because 
they focused on different questions. The conclusion one draws about our 
ability to compete with low-wage countries aay be quite different for the 
econoiy as a whole than for specific Industries. Dr. Lawrence believes 
trade restrictions are counterproductive for the national econoay — and 
rarely solve the liaedlate problea. For Hr. Wllllaas, they are essential 
to savd specific Industries which theaselves are vital to the national In- 
terest. But even panelists who differ about trade policy share aany recoa- 



loss. 
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9«ndatlons in ccaaon, particularly a strong belief that both tha public and 
private sectors have a responsibility to assist workers and cosaunltles 
hurt by Industrial dislocation (see section B below), 

2J§ SidfiSt MicU- The panel concluded that the budget deficit Is closely 
linked to the trade deficit, 

Dr, Lawrence explained the link as follows: 

"When you spend acre than you produce, you have to get for- 
eign goods to cake up the difference. Therefore, there Is 
this direct link between our two deficits the federal 
budget deficit and the trade deficit", 

",,,the a,S, has been in,,,a net spending situation since 
1981, Between 198I and 1986, total real U,S, spending on 
private consui^jtlon and invesUent and on govemaent-provided 
services Increased by 19,6 percent, or 6,4 percentage points 
faster than the Increase in U,S, production over the sase pe- 
riod", 

"••.between 198I and 1986 the govemaent sector (federal, 
state, and local coiblned) increased its annual borrowing by 
about $100 billion^ Annual borrowing by the Federal Govern- 
aent alone exploded at an even faster pace, increasing froa 
♦64 billion In 1981 to over $200 blUlon In 1986* The pri- 
vate sector failed to Increase its saving to balance the gov- 
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Tn,8nt.«ctor spending splurge. i„ fact. „et private m- 
V^«ent r« ahead of „et private «vlng m 1986. contrlbut- 
Ins to the excess level of national spending. 

"in Short, a fundamental Ubalance betKeen U.S. production 
and spending since ,98, has necessarily produced a nushroc.- 
ins trade deficit. The rising dollar has been the prl«ry 
Mchanls. i^iucing the trade balance shifts we have seen 
Stl.ulated partly by high O.S. interest rates and by unset- 
tied conditions abroad. International capital .oved mto the 
• ""Instates and caused the dollar to appreciate. This m 
turn priced U.S. product, out of world -ar.ets.... How the 
O.S. Chooses to Close tha gap between spending and production 
»3 perhaps the ,ost Important economic policy question facing 
our nation in the years ahead". 

over the past two years, there has been a substantial decline m the value 
1-proveaent In the trade balance. But Dr. Lawrence continued: 

"...the doilar-s fan I3 not a panacea, its decline will re- 
duce the purchasing power of American consumers. But the d.y 
Of reckoning fro. the excels consusptlon enjoyed thus far m 
the 1980s cannot be postponed forever". 

Although the ^balance between national spending and production can be cor- 
rooted m several ways. Dr. Uwrence suggests: 
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"Substantial reduction of the governsent deflcU, and in par- 
ticular, the federal budget deficit — is by far the aost 
feasible, ir politically difficult. Although aacroeconoBists 
■ay disagree about the desirability of coapletely eliqinating 
the federal deficit, tnere is a broad consensus that the def- 
icit lust eventually be brought down significantly froa its 
current $150-200 billion range to sosething on the order of 
♦50 billion. There is also consensus In the policyaaking 
coMunity Uwt deficit reduction should take place gradually 
and, if the need arises, temporarily halted or even reversed 
if the econoay slides into recession". 

Or, Ginzberg also pointed out the probleas of "living beyond our aeans": 

«,,.the o,S, economy is in big trouble.,, and I don't see any 
early escape. The tar '•eduction prograa in '81 was a disas- 
ter in my view and Congress needs to bring the federal budget 
into balance mich core quickly". 

"The aiddle-tera outlook, 2-3 years, is in ay opinion bleak 
because I don't see auch, if any likelihood, that we can es- 
cape a recession which could lead to astronoolcal deficits". 

"..,we aust get the federal budget back in balance so that 
the Federal Covemaent can do soae of the things that need 
doing such as acre invcstaent for R4D, for iaproving the hu- 
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ran resources of the nation, helping the displaced workers, 
etc. tfo neeu to raise taies, reduce aany of our high subsidy 
prograas, and slow down our defense outlays. On the basis of 
By long exposure to the Pentagon I«a sure that giving sore 
Boney to the Araed Forces Makes thea, after a point, less not 
aore effective". 

Low-wage Igports. Dr. Uwrence concluded: 

"Since wage levels tend to reflect productivity levels, high- 
wage countries such as the U.S. can coiipete with low-wage 
countries becaa'ie their superior productivity coapensates for 
high wage rates. If developing countries really had U.S. 
skills, technology and capital levels, their wages would no 
longer be low". 

Dr. Uwrence presented the following arguaents to support his view that 
low-wage laports do not prevent the United States froa competing effec 
tlvely in world aarkets: 

0 If low-wage laports were a aajor reason for the trade deficit, we would 
eipect the deterioration in the nerchandise trade balance between 198I 
and 1986 to occur disproportionately across product categories. As 
shown in Table 1, the deficit occurred relatively uniforaly across capi- 
tal goo<Js (dovm $43.2 billion), autoaotive products (down $45.8 bil- 
lion), and consuaer goods (down $4^.0 billion). 
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0 Similarly, ve would expect the U.S. loss in trade position with each of 
its aajor trading partners^to occur disproportionately across partners 
with low- wage countries accounting for a higher share of the increased 
deficit* However, as shown in Table 2, the share of U.S. sanufactured 
iaports froa developing countries in 1986 (25.9 percent) was about the 
saae as the share in 1981 (25.0 percent). And between I960 and 1986, 
rather than increasing, the proportion of imports froa low-wage coun- 
tries decreased as wages in Europe and, aore recently, Japan became acre 
coaparabXe to U.S. standards. In I960, two* thirds of aanufactured ia- 
ports into the United States caao froa countries with less than half the 
U.S. incoao (and wage) levels; in I986, the siiare from these countries 
was less than a third. 

0 Finally, Dr. Lawrence noted: 

•♦the progrsssive lowering of trade barriers between developed 
countries was not associated with a levelling down of U.S. 
wages to those of foreign developed countries, but rather 
with a period of rapid growth both here and abroad**. 

Hr. Villiass was less sanguine about our ability to coapete interna tion* 
ally: 

•♦It seens to ae what Dr. Lawrence is saying — It's wonderful 
to be assured that everything is okay and the world is aoving 
forward as it should, despite all the evidence around us to 
the contrary, despite all these years of destruction and dev- 
astation.**** 
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TABLE 1.-U.S. TRADE BY SELECTED END-USE CATEGORIES, 1981-86 



(Pirteit oi totjl ixitoj (ttenise ^ediesl] 
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1981 1986 


1981 19S6 


Actual ^^^^^ 


Actual 
iniixis 
proportionai 


Caprtal goods.. 

AutomotK^epfOcto.-. 

Consumer good$_, ^ 


69.6 67.8 

15.6 19.0 

14.8 13.2 


33.5 32.5 

28.7 33.4 

37.8 34.1 


-43.2 -43.6 
-45.8 -38.4 
-44.0 -50.8 


0.4 
-7.4 
6.8 



^ 0\3ttgt in the nuRufactured trade balance between 1981 and 1985. 

•ne.dffffCKe tetwteft wtut the trade baUnct wocM have been n each catcjory if the 1981 proportiORS of total ir^orts and exports had 
M mjaned. and the *c^Jal tr>Je balance ia 1981. 



i?L^&L*^ JSS" ^ CofKTWce, Intenatiofial Trade Atowstralm U«ted SUtes Trade Pertcruunce « 1985 and 

(X/tJoc* (Gowwiwt mttg Office, 1986). Data to 1986 xt prwidcd by lestti Oavts of the ITA. n£«s are rounded. 

TABLE 2.-U.S. MANUFACTURED TRADE, BY REGION, 1981-86 

(Perceot of total unkss otherwise speoM] 



D^orts Imports Chaflje in trade balance > 
(RSjons of doBars) Actual 



1951 1986 1981 1986 ^ Proportijr). propcrtional 



Canada. 
Japan 
Europe., 



Other ckv&loped cowlrfes 

less developed countries.., 



Asiai newly uxtetiiaRzed countries.. 

Centrally planned economies 

Total (Wions of dollars) 



20.2 


24.0 


20.2 


17.2 


-14.4 


-30.3 


15.9 


6.1 


10.0 


25.3 


27.4 


-38.4 


-38.4 


0.0 


23.2 


24.0 


22.4 


22.4 


-32.1 


-33.5 


1.4 


8.8 


8.3 


5.6 


5.3 


-8.3 


-8.3 


0.0 


40.5 


31.6 


25.0 


25.9 


-54.9 


-36,9 


-18.0 


5.9 


7.7 


13.6 


15.5 


-23.3 


-20.5 


-2.8 


1.2 


2,1 


1.5 


1.8 


-1.5 


-2.2 


0.7 


166.8 


169.8 


156.4 


308.9 


-149.6 


-149.6 


0.0 



>ChanM in the rsanufactured trade balance between lS8t and 1985 

.*!]5i^^ ^*!lf*«.*5*l^ *^*de balance wwAl have been m eacft rtjion ri the 1981 propctioris of total *fnport$ and exporU had been 
ina«t>«e<J, acd the actsal trade baJaace in 1981. 



Source; Same as layc 1. figures a^e rounded. 
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"1)16 fact of Che aatter Is that we live in a world where 
technolosy l5 totally KOblle, where BanagSKeiit skills are to> 
tally B0blle» when) capital loves around the world at a pace 
that we really can»>, keep track of any longer, where what Is- 
n't Bobile is workers and coaiunltles and wage levels and so 



**I*ve had Chief Executives take ae aside quietly in the back 
root and say Lynn, you aurt understand that we're living In 
this global econoay, and if we cannot produce In Aaerica at 
rates and ways that are coapetitlve with what we can do In 
other countriea In the world* wo will produce In other coun- 
tries in the world". 

"And the evidence Is all around us that they do. And the ev- 
idence 15 all around us that they aove to those other coun- 
tries to seek advantage of the low wages in these other coun- 
tries" . 

To support his contention that exports froa newly industrialized countries 
are not necessarily orlgln».ting froa factors within their own econoilcs, 
Mr. Wllllaas quoted froa the July 2^1, 198? lasue of The Journal of Coa> 
lerces 

"For the past two decades, U.S. aultlnational corporations 
have been pouring aoney into eanufacturlng operations in 
Asia's 'four tigers'— Hong Kong, Singapore, South Korea and 



on.... 
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Taiwan— along vlth less-developed but grovlng econoHea In 
the Philippines, Hauysl* and Thailand". 

"U.S. Investaents In countries such as TViivan and South Korea 
have been alied largely at producing for the u.s. aarket. Up 
to one-thlrd of Taiwan's exports to the United states last 
year, for eiaaple, originated m U.S.-owned plants on the Is- 
iMd, said an official at the Anerlcan institute In Taiwan, 
whlcl functions as the unofficial u.s. obassy there". 

"O.S. Investaents In these countr/as are shifting froa low- 
end products such aa textiles and footsoar to hlgh-value 
goods such as eleotronic coaponents, computers and autoao- 
biles, largely for shlpaent back to the United States. De- 
tailed figures are often hard to coae by, but the scale Is 
vast. Judging by Industry and other estlaates given to The 
Journal of Coaaeroe". 

"In the case of Singapore, $2.2 billion - about half Its to- 
tal 1986 exports to the United States - caae froa U.i^. coa- 
panles there". 

"The «iJorIty of the HlO .ilUon worth of Kinufactured goods 
exported froa the Philippines to the United states lasc year 
•flis produced by subsidiaries of u.s. coapanles, especially in 
the sialconductor Industry. Total Philippine exports to the 
united sUtes in 1986 were valued at $759 allllon". 
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"Tht milt«d StSles la Hong rong's largest otrket and has 5oio 
♦6 bUllon Invested there. But, given Hong Kong's open econ- 
o«y, there are no detailed records concerning the ooeratlons 
of U.S. coipanlos there**. 

Dp. Clnzborg added the following oxaiples of U.S. flras aanufaLturlng goods 
In low-wage countPl«a: 

"A flair maber -j. )rlcan computer coapanles are having 
their software written by Indians In India because It Is tjch 
cheaper to get It written there than It In this country. 
T^iere Is nothing to stop It. ...one of the very big coaputcr 
coapanles... [has] a dxs&ign unit In Jerusalea tied In with 
their Hassachusetts affair. They «get better people th3re 
for a lower cost' than they can In Kassachusetts...." 

He concluded: 

"...Lawrence aade a strong presentation but he proalse^ too 
luch. There Is aore gojtng on In the International trade and 
financial aarkets than an overvalued dollar. I don't think 
we are anywhere near a new balance point**. 

Unfair Trade Practices. Dr. Uwrence presented evidence to support his 
conclusion that although virtually all countries, Including the United 
States, Maintain at least soae restrictions on laports, unfair trade prac- 
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tices are not the «ain reason for the recent rise in the trade deficit: 

o Tt^de restrictions did not prevent the United States froa ach*-^ving an 
Increasing surplus in lanufactured goods trade between 1973 and 1981, 
Indeed, in 198I, the trade surplus in aanufactured goods with non-OPEC 
developing countries was $11,6 billion, 

0 To account for the increasing trade deficit beginning around 198I, 0r, 
Lawrence argued: 

• •."unfair foreign practices would unifomly and suddenly 
have had to Chave] changed^ .,soaething close to a massive 
global conspiracy should have taken place. Yet we know that 
protection is not auch greater in the rest of the world today 
than it was in 1981 — the Europeans have cut back on their 
industrial subsidies while the Japanese narket Is soaewhat 
■ore open today^ ,.,in fact, the narket in which protection 
has increased the aost in recent tiaea Is probably the U,S,", 

0 As shewn in Table 2, the Japanese share of the deficit growth is propor- 
tional to its 1981 trade shares^ In 1981, Japan accounted for 25«3 per- 
cent of U^S^ aanjifactured iaports and 6^1 percent of aanufactured ex- 
ports, coBpared to 27 A percent of iaports and 10,0 percent of exports 
in 1986^ Given the growth in total U^S^ iaports since 1981, the evi- 
dence suggests that Japan siaply picked up Its share of li., jvts rather 
than •^draaatically shifting Its behavior". Although "Japan continues to 
be frequently singled out as having the nost unfair trading practices 
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a-ons O.S. trading partners... U is doubtful that such policies were a 
■ajor factor in the drastic increase In Japan's trade surplus with the 
a.S. since i9Sl". 

In response, Hr. Wima« conented on the wlUlngness of aany trading 
partners to export to the United States at a loss: 

"...for reasops of driving ejployient, for reasons of having 
soae dollar mcoie at whatever price - there Is all kinds of 
evidence out there that aany trading partners are willing to 
export Into this aarlcet, even at a loss, for other pur- 
poses.... Kany of these people who are shipping naterlals - 
steel and other Iteas into the Arerlcan .arlcet are not op- 
erating fro» narlcet driven econonles and have nany other con- 
sldi rations". 

therefore, Hr. WlUlaw is "concerned about nhether the dollar alone will 
ever resolve the problea entirely". 

Hr. VilUa«5 agreed that we have had Hore eleaents of protection in the 
United States in recent years but argued: 

«W8«ve had to out of desperation. We've had Interference in 
steel trade with the voluntary restraint agreeaents. ...if 
they weren't there, there would Just be total devastation m 
the steel Industry in the United States". 
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FlnaUy, Kr. Wllllans cotaentcd on the connection between workers* rights, 
lot* V3^Sf^f snd unfair trade practices: 

"Ve are laintalning in both U,S, trade law and in current 
GATT negotlatxons that suppression of these rights consti- 
tutes an unfair trade practice. There is an unreasonable 
econoalc advantage being gained because the lack of interna- 
tional discipline allows and, indeed by default, encourages 
unflttir wage coapetition. It is not enough for policyaakers 
Berely to affira that such unfair coapetition can be offset 
by increased technology and productivity". 

Failures in IKS. Kanufacturln g Capabilities, A popular explanation of our 
trade deficit Is that Aaericans produce low-<juallty products which are not 
coapetitlve in the aarketplace, Dr, Cinzberg put it this way: 

"I said [to the head of Qi in 1972], what the hell are you 
doing about saall cars and luports? He said, we're doing 
nothing. Aaericans love big cars and we don^t think this is 
anything, Just soae yuppies who are interested in it,,,," 

"If you don't know how to aanage your resources — steel is 
an outstanding exaaple of what they didn't know what they 
were doing for 25 years**, 

»Kow, it's too sinple to sUply say that there's soeething 
going on over there. We got into very bad practices in this 
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country. Froa 1945 to I9S5 ve had no c^petition* And W9 
thought we vero good. In fact» ve mre lousy* That's a 
really very tough concept to 8ot> and we're working ourselves 
out very slowly, very slowly". 

Tliere was no disagreesent aaong panel seabers that these failures had oc* 
curred in ^e industries. However, Dr. Lawrence felt they have been given 
too auch weight in discussions of tt:e trade deficit because "such quality 
failures are unlikely to have becose pervasive siaultaneously across the 
wide range of goods in which the U.S. trade deficit has eserged". 

Dr. Lawrence presented the following evidence to support his view that 
failures in U.S. manufacturing capabilities are not the sajor explanation ' 
of the trade deficit: 

0 As shown in Panel A of Chart 1 , aanufacturing Is approxisately the sase 
proportion of our gross national product as it was in 1950. ** Individual 
U.S. industries have indeed experienced treiendous difficulties. But in 
the aggregate, if you look at aeasures of our industrial base, our ca- 
pacity to produce in aanufacturing, you find that that has increased by 
about 20 percent since 1980, roughly in line with the rest of our econ- 
oay". 
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cam 1 




* Real GNP 1$ expressed In dollars adjusted for inflation and noolnal GNP, In 
current dollars. 
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0 However, if the share of aanufacturing in eaploynent in our econosy is 
considered, there is a significant decline as shown in Panel B. Kanu- 
facturing accounted for 30.8 percent of eaploysent in 1960, percent 
in 1980 and 19.9 percent in 1985 (although the absolute nuaber of Aaer- 
icans working in aanufacturing industries has reaained roughly constant 
at 20 Million for the p-jt 15 yevs). The decline in share of eaploy- 
Rent results not froa "a loss of our ability to produce goods", but froa 
"our enhanced ability to produce goods. More rapid productivity growth 
in the goods productive sector has been the doainant reason for the 
share of aanufacturing in our erployaent". 

Indeed, Dr. Uwrence noted that "last year, unit labor costs in the ' 
United States - partly as a result of the dollar, partly because of the 
fact that our nanufacturing productivity growth was faster than any 
other aajor industrial econoay - iaproved by 22 percent coapared with 
that of our oajor coapetitors. If you look at whiat happened to the 
price of our exports coapared to our coapetitiors, you discover that 
with respect to Japan, we are now acre ccapetitive than we were in 1980. 
We are not quite back to the level of the Ceraans, but there has been a 
Barked iaproveaent in the fundaaentals". 



The strong nanufacturing production growth can be accounted for by "the 
abnoraaUy strong rise in total U.S. spending relative to GNP in this 
recovery and in the unusually strong rise, within total spending, in 
spending on goods.... Spending on goods... increased by a aaasive 23.6 
percent, m response, U.S. producers lost significant shares of the do- 
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■estlc aarket to foreigners and yet were atill able to expand production 
voliMca tasttr than overaU (KP, Wiat oxplains the draaatic rise of 
\J.S, spending on goods in the recent expansion? First, goods have be- 
co«e relatively cheap,,,, in addition, U,S, spending shifted rapidly 
towards purchases of autoaobiles.,, defense equipnent, and office equip- 
ment (particularly coaputers). While aggregate spending on goods has 
been strong, it has been highly concentrated in these three categories", 

o In short, "Aaerica has not deindustrialized, nor will it. But the na- 
ture of 0,S, industry is changing. The expanding sectors reflect an age 
of inforaation and technology-based growth, Anong the contracting sec- 
tors in serious trouble are several aajor heavy industries"* 

Hr, Willlaas was less optialstic about the general vitality of the nanufac- 
turing sector: 

"If you take out of what we're aanufacturing, if you take the 
ailitary piece out of it, that's what worries a great aany of 
us so auch. You take the ailitary piece out of it and leave 
the coaaercial piece, and then you.get a auch clearer picture 
of how we are deindustrializing in teras of our ability to 
coapete in this global econoay and to really produce goods 
and have thea out there in this global econoay. This situta- 
tion is auch griawr and auch aore difficult", 

3« Trends In the Service Sector 
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The panel considered eaploynent patterna In service Industries. Two Issues 
wre discussed: (1) the Inpllcktlons for enployaent of the transition froa 
a .anufacturing to a service econoayj and (2) the effects of autoaatlon in 
sorvice Industries on euployient and productivity. 

lE§!!2liIon fro. a Hanufacturlnff to a Service Econoav. since the early 
1950s, the proportion of U.S. eaployaent in services has Increased 
steadily. There was no dlsagreeaent aaong the panelists that the decreas- 
Ing .vare of eaployaent In aanufacturing has produced worke. and coaaunity 
dislocations which require governaent attention. Kor did panelists differ 
about the Increasing laportance of basic skills coapetencles for labor 
force participation. However, there were different views about the extent 
to ,rt,ich the econoay as a whole would continue to support Jobs with incoaes 
corparable to those lost m declining Industries. 

Hp. Hilllaas expressed the following concern: 

"...the loss Of these basic Industries Jobs Is not being replaced by 
coaparable Incoae level Jobs In the service sectors, it would be als- 
leadlng to assuae that since the uneaployaent rate Is relatively low, 
according to your staff notice, that the process of readjustaent is 
being successful. Actually, we are witnessing the downgrading of the 
standard of living not only of currently displaced blue-collar work- 
ers, but the freezing of future Incoae opportunities for new workers". 

Dr. cinzberg reached slallar copclusions: 
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"Those in high wage industries with good union contracts will 
have great difficulty in finding equivalent Jobs in an in- 
creasing Khite collar econoay.... However, there are nany 
good Biddle level technician Jobs in the service sector". 

Dr. Ginzberg also spoke of negative consequences for individuals with low 
educational levels: 

"I believe that the shift to the service econoay, which is 
continuing to :celerate, where ue now have three out of 
every four Jobs in services, aeans that if one does not have 
■iniaua qualifying educational cotapetencies, one is going to 
be out of that labor aarket". 

"I begin to see in Hew York, Chicago, L.A. and nany o»-.her 
places a serious danger to the stability of the society — 
not to the individuals of the society — of having youngsters 
coaing of working age who lack the aininua qualifications to 
get eaployed in the new service econony**. 

"We have all kinds of Jobs in New York. We've had ^100, 000 
Jobs since our low point in 1977. But rfe have to iaport nost 
of those people froa other parts of the United States and 
froo abroad. That is a very serious Bat;.er". 

Although Dr. Howery found little evidence to suggest that technical skill 
requireaents would bo -*«uiificantly increased by technological change, he 
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did project Increased basic skill requlreaents. Technical skill require- 
Bents are not expected to Increase because: 

".••technologies over the course of their developtaent Ctend] 
..•to reduce their skill requlreaents foi operation. If you 
coaparo aalnfrane cospistxirs of the early 1950*s with the 
desk-top personal coaputers of the Bld-1980's, I think youUl 
find that the skill requlreaents for operation have declined 
rather dramatically". 

"So He don't see a need for a radical upgrading, for exaople, 
In coaputer literacy of the U.S. population as a whole In or- 
der to obtain quality entry level Jobs. What the panel does 
find Is that basic skills of literacy, nuaerlcal reasoning, 
problea solving, written coaaunlcatlon, are and. . .probably 
Hill becoae acre laportant for labor force entrants to obtain 
quality Jobs In the work place of the future. And the lack 
of basic skills within a significant portion of the experi- 
enced displaced worker population constitutes a serious prob- 
lea for adjustaent policy".... Estlrates range as high as 20 
to 30 percent of experienced displaced workers have serious 
deficiencies In basic skills". 

However, Dr. Mowery did not "find coapelllng evldf">CG to sug- 
gest that the recent technol^^glcal change h&a had any rela- 
tionship to changes In the J:ousahold incoae distribution 
within this econony" or on "polarising the t'tructure of the 
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Korkforce: that Is to say, creating a two-tiered workforce". 

Kor did he anticipate negative consequences of technological change for 
Hoaen and minority workers: 

"•••any projected adverse consequences of such change are 
very small, and are dwarfed by projections of overall growth 
In eaployaent opportunities. Nonetheless, afflraatlve action 
and other policies to conbat racial and sexual dlscrlnlnatlon 
In the :<orkplaco are aaong the aost effective to reduce any 
disproportionate adjustsent burden borne by these groups. ..In 
addition, policies to strengthen the quality of basic skills 
preparation for labor force entrants froa Minority groups are 
Important In Improving the ability of these Individuals to 
obtain good Jobs In che future workplace". 

In general, the projected deceleration of labor force growth 
between 1984 and 1995 "should laprove the eaployaent pros- 
pects for labor force entrants". 

Dr. Lawrence's testimony supported this positive outlook and tried to put 
the transition froa aanufacturlng to services Into historical perspective: 

"The process of econoalc developaent is often referred to as 
Industrialization, but Judged by esployaent patterns it could 
be aore accurately described as a transition to services. 
Even during the early period of U.S. Industrialization, for 
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exaiplo, eapioyient In services Increased as rapidly as ea- 
ployaent in goods-producing Industries'*. 

"Tills shift Hill continue in the next decade. According to 
U.S. Departient of Ubor projections In 1995, m.H percent of 
the Aierlcan labor force will produce services (conpared with 
72.3 percent m 198*1) ^iie only i7.2 percent hIU be en- 
ployed In aanufacturlng....»» 

"a concern exists that the reduced roJv for nanufacturlng in 
the econoBy win threaten national well-being... Manufactur- 
ing, sose argue, a vital source of productivity growth of 
■iddle-class incoaes and the denand for capital goods". 

"one U.S. experience indicates that these arguaents seriously 
■islnterpret the evidence. First, increases in services pro- 
duction have not cose at the expense of goods production... 
Second, the declining eiployment share of goods production 
priaarlly results froi the relatively faster increases in 
output per worker in goods industries. Just as rising fara 
productivity increased food production while freeing fara la- 
bor for eapioyaent in factories, so relatively rapid growth 
in aanufacfiTlng productivity is Increasing goods production 
while taking a larger share of the labor force available for 
eapioyient in services..." 

"niird, the stylized inage of structural change in the United 
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states Is represented by the displaced steel or autoaoMle 
worker forced to take a rfenlal Job in fast foods or electron- 
ic asaeably,,. Even sophisticated analysts believe that, as 
the econooy shifts away froa baalc aanufacturlng and toward 
high-technology and service Industries, the nuaber of aid- 
level Jobs will decline, But.,, these presuaptlons,,,are 
tnot] correct. One cannot get an accurate picture of struc- 
tural change by looking at Just a few sectors or relying on 
anecodotal evidence, Tt\t auto and steel Industrie? have re- 
ceived a lot of attention, but even at their 1979 peaks, they 
accounted for only 1,1 percent of total eoployaent**. 

As shown In Table 3» "the proportion of full-tlae workers 
with Blddle-class earnings in the production of goods Is ex- 
actly the saae as the proportion of workers with nlddle-class 
earnings in the rest of the econoay — i|6 percent. Durable- 
goods aanufacturlng does rank second aaong all sectors In the 
proportion of its workers receiving olddle-class earnings (50 
percent). However, the public sector has the aost Inten- 
sively alddle-claas work force (55 percent), and In third 
placs Is the services sector: transportation, coaaunlcatlons 
antf public utilities (il9 percent). There Is virtually no 
difference between the proportions of nlddle-class earnings 
in nondurable oanvCacturlng {HH percent), f'nance (*I3 per- 
cent), and Biscellaneou*. jervices (*I3 percent)". 
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TABLE 3.-EARNiNGS ^'STRiBimON AggEgS, »^ BY HIGH. MIDDLE AND LOW 

Itepcfcest) 



Sector 



Tout 



K?tt> M Hitfe Uw Kjh Md 



Total,. 



Goods produdn^ 

^ricultufe 

Mmlng 

Construction..^ 
Mamrfacturiflg. 

Dufat)Ie$ 

Ko«Jurabtes.>. 

Sente . 



Transportation, commtHiication, snd pubGc utiliej 
Tratte.. 



Rnaxe. insurance, and real estate « 
Private houstWds^ 



Mscefianeous scivices.. 
Pubfic sector ^.^^ 



20 
21 
5 

32 
32 



IS 
17 
23 



2 
IS 
24 



SO 
53 
2S 
S2 
50 



20 SS 
22 60 



49 
45 
61 



15 43 
22 45 



9 

42 

56 



30 
26 
70 
15 
18 
25 
18 

36 

38 

16 

41 

33 

59 

43 

20 



28 
26 
6 

35 
33 
26 
27 
23 
27 
28 
23 
40 
5 

28 
34 



55 
58 
26 
52 
49 
52 
62 
60 
54 
62 
54 
48 
26 
49 
56 



16 
16 
68 
13 
17 
13 
11 
17 
19 
10 
23 
12 
70 
23 
10 



39 
38 



57 
38 
49 
28 
33 
55 
25 
42 
7 



56 
60 



16 84 
56 44 



38 
60 
48 
71 
$4 
41 
74 
54 
92 



37 59 
56 32 



Sector 



Total 



M4b 



J5^>JWLttr ttjli Md low 



femtJa 



rotaL 



Goods producing^. 
Agricutture^ 



Construction^^ 
Manufacturings 

Ouratjies ^ 

NoodufaWes.^ 
Services^ 



21 
24 
3 



46 

4R 
27 



33 30 
30 30 



48 42 
28 45 



69 
9 



4 

53 



23 
19 



48 
50 
44 



27 30 
29 31 



Transportatioa commynlcatioo, and pubfiT utiKal 



19 42 
36 49 



24 
37 
40 



32 
28 
30 



Hnance. insurance, and real estate 
Private hoosehoid$« 



Wi$cefl3fiec« services 
Pubfic sector 



14 

22 
2 
16 
23 



SB 
43 
8 

43 
55 



!5 43 
48 21 



35 
90 
41 
23 



44 

2 

28 
32 



47 

48 

28 

40 

45 

51 

51 

51 

43 

45 

44 

39 

18 

41 

53 



23 
22 
68 
8 

25 
28 
17 
21 
27 
12 
35 
18 
80 
31 
15 



44 

42 
?1 
55 
51 
41 
49 
34 
40 
56 
28 
46 
7 

44 



49 
52 
78 
16 
42 
53 
44 
61 
54 
27 
63 
46 
92 
49 



56 32 
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"Manufacturing acy provide a larger share of olddle-class 
Jobs than the rest of the econoay. But It scarcely repre- 
sents the backbone of the aiddle-class. If all aanufacturlng 
workers were to be reeaployed with earnings patterns typical 
of the rest of the econony, the aggregate distribution of 
earnings would change very little. The nuaber of workers re- 
ceiving upper-class and alddle-class earnings would decline 
by only 3 percent and I.7 percent, respectively". 

"A slBliar analysis with a slightly different data base... 
[shows that) the proportion of alddle- and upper-class Jobs 
for both Bales and feaales Is higher In high-tech than In the 
rest of nanufacturlng. All of the laajor high technology in- 
dustries (chealcals, electrical and nonelectrical aachlnery, 
aircraft and Instrunents) have smaller shares of lower-class 
Jobs than the rest of manufacturing and alnost all of theo 
have larger shares of upper-class jobs". 

"Tlie United States Is already a services economy. Only 25 
percent of the workforce today produce goods. This shift has 
progressed so far that to understand the Inpllcatlons we have 
only to look around us. The advent of this expansion re- 
flects advances in technology and productivity that enable us 
to Beet tho demand patterns of a hlgh-lncoae population. 
Public policy should not try to hinder this transition, but 
It say try to aid those displaced**. 
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Jhe Effects of Autogatlon In Service Industries on Eaployaent and Produc 
tf.vlty. Mr. Strasstann noted in his testlaony that while oanufacturlng 
productivity has Increased, productivity In the service sector has de- 
creased. This decrease Is contrary to "coaaon wlsdoo", which assuaes 
greater productivity, and fewer Jobs, with Increasing coaputerlzatlcn. In- 
deed, Mr. Strasssanh aakes a case that Just the opposite has occurred. 
Service Industries have provided a growing nuiber of Jobs, In pare because 
they are Inefficient. 

Mr. Strassisann*3 testlnony deals with "Inforaa* 'on workers," a category 
which Includes personnel in governaent, banking. Insurance, professional 
services, health Industries, as well as personnel In canufacturlng, trans- 
portation and trade organizations who are concerned with the generation and 
processing of Inforaatlon. Hr, Strassaann estlaated that this personnel 
accounts for 56^ of the workforce and S7% of all labor costs, 

Mr. Strassaann noted: 

"...the undoubted econoalc gains froa coaputerlzatlcn nay not 
stand up to exaalnatlon. ...Coaputers, Office Equlpaent and 
Coaaunlcatlons Equlpaent accounted for 32.5^ of all business 
capital expenditures In 1986, an anount "not approxlaated in 
any other country". 

Yet he finds that Inforaatlon worker productivity In both the Inforaatlon 
and goods sectors has declined significantly since 197^;, a period In which 
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production worker productivity haa increased in both sectors. The higher 
proportion of inforaaticn workers accounts for the overall decline in na- 
tional i»roductivity* 

Kr* Strasssonn stressed the isportance of increasing the productivity of 
Infontation workers to realize further gains In per capita Incoae. In his 
view: 

"Coflputer technology Is the aost plausible sajor capital in- 
vestsent that still has the potential for Inproving the pro* 
ductivity of infonation workers. Therefore, we need answers 
why cosputerization has hitherto not delivered favorable pro- 
ductivity results**. 

Kr. Strasssann's analysis of the evidence suggests: 

"Coxputers will not take a badly oanaged business better. 
The expenses for coaputerlzatlon and the increased rigidity 
In coBputer-oanaged procedures are likely to accelerate the 
decline of incospetent sianagesent...** 

**...we have created a breeding, a work breeding paperwork and 
Inforsatlon breeding sachlnery in the United States which is 
uTt^qual anywhere in the world by any ratio that you can look 
at. Ve deploy a larger proportion cf our national assets on 
Banlpulatlng anU shuffling Inforaaticn that doesn't produce 
anything**. 
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"Co«panlM lost Ukoly. to benefit fro« coaputer InvwUents 
are those that have sUpUfled their sanageaent, focussed on 
Uproved quality, reduced their assets and Introduced innova- 
tive nays of delivering value-added to custoaers. Such coa- 
panles sees to derive great additional benefits froa coapu- 
ters' contribution to reduced adalnlstratlve expense". 

"The lapllcatlons of these findings are clear. One should 
autosate successes, not failures". 

Mr. Strassaann believes that we have been able to calntaln an Inefficient 
inforaatlon sector because there Is not yet a strong global aarket for In- 
forsatlon services: 

"If and when It coses, the present accuaulation of unproduc 
tive practices in the 0,S. will create a aassive upheaval, 
exceeding m severity what we have so far experienced in the 
decline of industrial Aaerica", 

"The existing practices and policies of the U.S. governnent 
contribute to the lack of productivity in the inforaation 
sector. Tho governaent continues to iopose an increasingly 
costly burden on the inforrition sector, through bureaucrati- 
zation of its lanageaent practices..,. Therefore I recowend 
that Congress re^directs s^ of its attention froo a preoc- 
cupation with the ETobleas of the production sector to the 
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emerging problea& of the new Infonsatlon-based econoay"> 

Hr, Strassaann al^o recossended that the National Science Foundation spon 
sor studies of the factors affecting productivity gains and losses by the 
inforaation workforce. In addition to considering the effects of technol 
ogy on productivity, the studies would assess the iapacc of Congressional 
policies such as the Tax Refers Act of 1986. 

Dr* Lavrencc added the following observations about the need to increase 
productivity in the service sector: 

"•^•if you look since 1973» what is si king is that produc- 
tivity growth in goods areas has not done all that badly. In 
fact, it now looks in the last few years that we have return- 
ed sore or less to the historic rate of iaproveaent in &anu* 
faccuring that we had before 1973 < But if we look in the 
services area^ we find there has been literally zero produc* 
tivity growth over the period", 

"And that ironically, rather than our international coapeti- 
tivenss, is the biggest drain on our living standards today. 
Unless we can find a way to iaprove our services productiv- 
ity, 60 percent of what we are producing, that is going to be 
the doainant source of our living standard iaproveaents". 

**SOt I do applaud the quite novel notion that we should not 
siaply be looking at the goods areas. And indeed, what is 
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striking Is how little R&D expenditures takes place In ser- 
vices production. Alsost all our R&D Is taking place In san- 
ufacturlng. Why aren't we spending on R&D and services? Ve 
know abyssaily little about the slowdomi In services produc- 
tivity", 

"And again I applaud the notion that the National Science 
Foundation ought to be appointing a coaaissicn to investigate 
and to Bobilize the kind of knowledge that we nay well put in 
the battle against cancer. It is just a5 laportant if you 
iiU, froB the standpoint of our future that we learn what 
H^rks and what Joesn't in this huge proportion of our econoay 
where our productivity growth has been so poor". 

Dr. Cinzberg was nore skeptical about the possibility of sound research 
conclusions in this area: 

**1he argusent that services are not productive Is bad theory 
and worse statistics. Ve don't know how to oeasure produc- 
tivity in services...." 

"I a& very worried as Strassnann was about bureaucracy and 
the lack of effective nanageaent. But I wouldn't blace that 
on technology. ...I think a very big technology like coa- 
puterlzatlon takes a very long tine to perneate. The autoao- 
bile is 102 years old, and it took us not one generation, but 
two generations to get people to learn how to drive easily 
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and to get the right products and to get it all vorked out. 
And it took a half a century to get the trucks to coapete 
with the railroads, et cetera. So, I irould argue that in 
thinking about fundaaental technologies— and coapiiterization 
is one— you need a very long tioe perspective". 

B. Public Policies for Addressing Vorker and Coaaunity Dislocations 

Panel neabers strongly agreed that high priority should be given to devel- 
oping public policies for addressing worker and coeaunity dislocations. 
Ihere also was agreeaent about a nuaber of specific policies, including an 
emphasis on basic skills prograas and on providing incentives to industry 
and workers that would expedite the reenploynent of displaced workers. 

Indeed, differences which did occur often reflected a difference in enpha- 
sis rather than basic policy. But panelists held different views about 
sone key points — for exaaple, the adviaability of federal intervention to 
revitalize specific industries and the feasibility of earnarking worker ad- 
JusUent funds for specific categories of workers. The discussion below 
sussarizes the panelists' stain points. 

1. Revitalizing Specific Industries 

Dr. Uwrence argued that federal policies should focus on easing transi- 
tions for workers and coaaunities rather than atteapting to restore spe- 
cific industries: 
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"I peraonally ujA very skeptical of coordinated orchestrated 



prograas in order to deal with decline in a specific indus- 
try. I believe If an Industry is belnf. Injured as a result 
of laporti, It should cone to the Intpr-^tlonal Trade Coaals- 
slon (ITC), It should prove that it Is being Injured, a de- 
clining tariff should be provided in the fora of protecting 
that sector". 

"I do not think that the governaent should get Involved in 
detailed prograas of the nature of conditlonallty, where pro- 
teollon Is provided on a quid pro quo basis, fundaaentally 
because I don't believe that the governaent knows what It 
takes to revitalize an Industry. I don*t think we know how 
to restore the coapetltlveness of any Individual Industry. I 
dcn*t think that Is the Job of the governaent**. 

"In fact. It Is very striking that If yoa actually look at 
the steel Industry where we had. In 198^, nandated Investaent 
In that Industry, we find that flras which have been Invest- 
ing the heaviest over the last decade are those closest to 
bankruptcy today. It has not been a profitable endeavor to 
Inves'c In the steel Industry. Yet the Congress In 198^* nan- 
dated that such Investaent ahould take place". 

••So I aa skeptical that we really know what it takes. I also 
don*t see why we should aandate every flra to Invest. It Is 
alflost bound to be sure that soae of then have to be shaxen 
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out. I aay give th'i industry a >)reathing ipace. Give then a 
declining tariff, and let the chips fall where they aay. It 
was Bocked Khen ^.t was i&plesented, but in fact that uas ex* 
actly our polic;/ with Harley Davidson in the auto cycle in- 
dustry". 

"We gave thea i tariff, we set it to decline, they kneM it 
was teaporary, ind they restored their conpetitiveness. The 
narket isn't perfect; it does nake sooe errors. We can slow 
adjustnent down. But I don't think we should do it in a de- 
tailed or interventionist vay".^ 

However, Mr. Willlaas argued "against transition scenarios which assume the 
sharp decline or denise of a particular industry": 

"Indeed, we would advocate that there be a transition to a 
nore world-class fornat for the sane industry.... We have 
reduced.. .enploynent enornously in agriculture, but we didn*t 
wipe out agriculture, Agriculture exists as a vital part of 
the Aoerican econoay and provides an enoraous nuaber of ser- 
vice Jobs servicing that agrluu tural industry.... We are 
going to have a snaller work force manufacturing things, but 
it is vitally Inportant that we con*;inue to have a aanufac- 
turing capability because that is what sustains the service 
industry to look after it". 

"Ky nain eaphasis is upon the need for a forun in which we 
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can coordinate various govermient policies. ««g>rdlng Indus- 



trial transition. Congress Might t without such industrial 



coordination, enact eeasures — based upon the assuaptlon of 



capacity reduction « to facilitate such reductions by pro- 



viding econonic and tax incentives or antitrust relaxation:! 
for closures. An uncoordinated ad hoc approach of this type 
would be a Mistake** • 

However, Hr. Wiiliaas eaphasized: 

**Ve do...recognlze th;'t profound structural changes are oc- 
curring and will cc inue. In 1977, there was approxinately 
t60 Billion tons of steelneking capacity enplr^fing over 
i|25,000 workers. Today, the capacity is near 112 nillion 
tons and only 180,000 steelworkers are eaployed. Adjustaent 
is taking place, but for workers it is trauoatic. Eaphasis 
upon new technology is warranted. But there oust be a social 
cocaitnent to workers. So far, we have not been able to de- 
velop a forua for the iapleaentation of a social contract. 
It is that aspect '>f adjustnent or transition to which I urge 
this Cofiaittee*s attention**. 

Finally, Dr. Ginzberg coaaented on the efficacy of past attenpts to restore 
specific industries: 

**I aa synpathetic to nany of Mr. Willians* cooaents about the 
devastation that has occurred in many steel ccaaunities and 
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to aany aUolworkers and their faaUlw. But I think that a 
hard look at governaent Interventions In steel will Si oh that 
It has been costly and of not i,uch help to anybody. My pref- 
erence Is to help the workers, not the flras. After all, we 
live m a capitalistic world and that seans that the conse- 
quences of poor aanagenent are losses and bankruptcies'*. 

VsinR Declining Tariffs to Finance Worker Rc - " ' istaent ProRrans 

Rather than using tariffs to provide long-tera protection to declining in- 
dustries, Dr. Lawrence suggested Instead that revenues raised froa declin- 
ing tariffs and froa auctioning off the quotas we currently have should be 
earaarked for assisting workers adversely affected by Inports: 

"Even under highly conservative assunptlons our proposed pro- 
graa... could be readily financed for at least a decade by 
converting existing quotas into declining tariffs. ...trade 
adjustaent assistance (TAA) for flras, WvrKors, and connunl- 
tles has been rendered Increasingly Ineffective because Its 
funding has been severely cut back over the past five years". 

There was soae dlsagreenent abjut the advisability of targeting worker re- 
adjustaenw prograas on specific categories of workers — for exaople, those 
displaced by trade Inbalances or bj te *^nologlcal change. For 
Dr. Lawrence, the najor advantage of earaarklng funds Is to provide a 
"safety valve" against protectionist pressures as well as to raise revenues 
for programs which have becoae Increasingly Ineffective because of Inade- 
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quate funding. 

Sose panelists noted practical difficulties in attributing worker dlsloca- 
tlons to specific causes, like Inports, technology, or poor aanagenent. 

In Dr. Ginsberg's vlewt 

•♦...tho Federal Covernaent should aove with considerable cau- 
tion to Introduce specially targeted prograas to ease the 
problems of dislocated workers. The reason for this recoa- 
Bended caution Is that it Is often hard or laposslble to de- 
teralno whether plant shut-downs and ensuing unenploynent re- 
flect trade lobalances and other causes (poor aanageaent) or 
soie coBblnatlon of both. Further, I believe that our ef- 
forts to date with special adjustoents such as TAA were not 
satisfactory and were costly". 

Cr. Mowery reached the saae conclusion: 

•♦Tlie panel felt that targeting workero according to the cause 
of their dlsplacenent would Induce severe adainlstratlve 
problens and result In severe delays ir. the delivery of ser- 
vices, slaply because It's so dlfflcLlt to deternlne the pre- ' 
else cause of dlsplaceaent of an exper.'enced worker. Con- 
alder the relative rolea of t«chnolC5lc&\ change In the U.S. 
economy and technological change in foreign econoales In dis- 
placing workers In trad<5-lapdcted Industries, for exaaple. 
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Should technological change in Japan be counted as a source 
of displacenent for workers In the U.S. r»to industry who are 
displaced by iiports? Is it iaports or la technological 
change? Should we spend 14 lonths trying to decide which of 
these it is? IT we do, the panel felt, ue*ll end up not get- 
ting the services to the workers when they need it-. 



3. Expediting Reeiploynent 

Prograxs for displaced workers should be designed to expedite reeaployaent. 
Dr* Lawrence noted: 



^...even in its heyday, TAA delayed adjustaent, particularly 
by displaced workers who were aerely given extended uncsploy- 
sent coapensation payoents without being positively encour- 
aged to find alternative eoploycent**. 

there is indeed soaethihg vary traunatic and difficult 
for a worker who was earning a high wage to now have to expe- 
rience & precipitous decline In his or her incoae. Indeed, 
there is an incentive to delay adjustnent becau^^ of th^^t 
erosion in the incone that that worker would experience**. 

"Ky suggestion is a fora of... wage insurance for workers ftron 
such displaced and dislocated industries. If a worker were 
earning say $25,000 or $30,000 a year and they found a new 
Job paying $10,000, I would suggest that they would bo coa- 
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pensated say for half of the erosion in their wages for sooo 
period of tiae. That proportion could be adjusted according 
to their age [and seniority) with o.ider workers getting 
■ore". 

Voricors residing In regions where the uneaployaent rate significantly 
higher than the national average would be eligible for extended cne::?loy' 
■ent coBponsatlon; workers who wished to find eoployoent In other areas 
would receive relocation allowances. 

4. Flnanclnp; Training and Education 

For U^ose vrorker^ who chose retraining, Dr. Lawrence proposed assistance In 
the fora of federal loans which would carry repaynent obligations tied to 
future earnings and collected autonatlcally through the incoae tax systen: 

".v.ay owii view Is that Inperfectlon In the narket for train- 
ing really is an area where the governnent has a role to 
play. ...whereas a bank can*t obtain your future earnings, 
the governient can because everybody files tax returns.... 
So, ay proposal is... a contingent repaynent plan where anyone 
who vants to undertake training In a recognized Institution, 
be It for higher education, be It for later training, would 
obtain the noney froa the govcrnaent and would then be liable 
for paying it back through their tax returns contingent on 
their future Incoae". 
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"And I'B not talking about only giving thes partial re- 
sources.... After all, if training is going to add to their 
incoses, and the governaent can cake a share of that, I think 
you should be able to operate this and not necessarily with 
large asounts of concessional financing** • 

Two additional proposals for education and training loans were cited at the 
hearing: 

o Dr. Kowery noted the recooaendation of the Panel on Technology and Eoploy- 
sent to institute a prograa of federally-provided direct loans or loan 
guarantees, administered by state or local authorities to displaced workers 
Hho could use the loans to finance retraining or relocation or to establish 
new businesses. 

o Mr. Strasssann proposed tax deductions for education and training expenses; 



**If an CBployee*s knowledge is his capital, and the basis for 
a oajor share of his earnings, then all education and train- 
ing should be given the sane preferential treatnent as we 
have given traditionally to capital , in the industrial age 
societal productivity Has largely determined by the easy 
availability of capital . The encouragenent and protection of 
capital fornation, whether in the fora of assets or technol- 
ogy, has always been one of the prine objective of governnent 
policies". 
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"In the Infornation age, the knowledgfe capacity of the work- 
force is the basis of societal productivity gains. Capital 
Is plentiful and beccaes an easily available coaiiodlty, on a 
global scale. Hence, legislative policy should shift froa 
concerns about capital to preferential treatnent of every 
conceivable aeans for enhancing tl.e knowledge capacity of the 
U,S, workforce". 



"Specifically, Congress should adopt the policy that all ed- 
ucational .and training expenses should beccae fully tax-de- 
ductible and, in special cases, eligible for a depletion al- 
lowance. This shift should be financed by a gradual reeoval 
of the preferential tax treaUenfc given to the role of physi- 
cal assets. In this regard, the recent ellalnatlon o: the 
Investnent tax credit was a nove in the right direction. 
However, the gains in tax revenues should have been re- 
invested Into the creation of new knowledge capital ", 

5. Insuring Cocmunlties against Severe Econonic Losses 

Dr, Lawrenoj proposed assistance for nunlcipalitles, counties, and states 
faced with severe econoaic losses: 



"We believe that Just as we have unenploynent Insurance for 
•-^rkers, we ought to have a tax base Insurance prograa for 
coaaunltles. They could insure their tax base and then, in 
the event of a precipitous shortfall not Hue to the change m 
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the tax pate, but due If you will to a plant closure or a 
crop failure or a fall in the price of oil— It*5 a prograa 
that has Hide regional applicability, not Just due to trade, 
but due to other foras of structural shocks that hit conauni- 
ties". 

"They would then in turn be reiabursed for sone proporwion of 
the erosion of that tax base for scnc period of tise. You 
could either do it on a voluntary basis, or ycu could nake it 
eandatory. When you ds it on a voluntary basis you have a 
problea, as in all insurance prograns, of sose kind of ad- 
verse selection, that only those who are susceptible to these 
disturbances would sign up. On the other hand, when we did 
our study we were struck by how parvasive the shortff.lls have 
been for coosunlties". 

Dr. Lawrence described sieulation studies which suggested that the prograa 
could be operated on a self -financing basis by pooling the risk on the as- 
suaption that shortfalls are unlikely to hit all connunities at the sase 
tine. 

Strengthening Title ITT of the Federal Job Training Partnership Act (JTPA) 
Dr. Kowery recoaaendea iaprovenents in service for disolaced workers by: 
(1) increasing JTPA's covera^.e of displaced workers fron the current level 
of 6-7 percent; (2) broadening the range both of espioynent and trailing 
services; (3) broadening incoae support for displaced workers engaged in 
trainings and W revi3ing state uneaployoent coapensatlon laws to guaran- 
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ter Jiat displaced workers Kb-) are eligible for uneaployHent cospensatlon 
can receive benefits during training. 

The panel es^laated costs of these proposals based on U.S. Bureau of Ubor 
Statistics on the annual flow of displaced workers froo 1979 to 1983. If 
displaced workers are defined as workers with at least three years experi- 
ence In the Job frda which they Here laid off, the annual flow waa approxl- 
aately 1 nllllon persons; the estlaated annual cost Is $785 nllllon to 
cover 30 percent of the workers - a participation rate considerably higher 
than m any progran to date. If workers m shorter tera Jobs are Included, 
the estimate increases to 2.3 nllllon persons, with an annual cost of ap- 
proxlaately $1.8 billion to serve 30 percent of the displaced workers. 

Dr. Lawrence noted that the proportion of existing labor force participants 
to ne»; entrants will Increase over the next decade ijoth as a result of the 
baby bust generation and the fact that the proportion of woaen entering the 
labor force Is likely to level out: 



"...what we know about our society is that increasingly it is 
going to be the existing workers who have to be retrained.... 
Our policies have to change as a result of that". 

Dr. Ginzberg stressed the laportance of strong enployaent counseling an* 
placeaent services for displaced workers: 

"it is desirable to have reasonable anounts of retraining 
ooney in the JTPA prograa available for workers who need and 
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vant and ciji profit froa retraining. But the sad fact la 
that aany lorkers with ilnlial educational coapetendea can- 
not be eff«stively retrained. They can beat profit froa a 
stronger federal-state eaployaent systea with laproved coun- 
seling and placeaent assistance. I have long favored a fed- 
eraUy financed Jobs prograa at iinlaua wages — with reme- 
dial educational opportunities — for those who need a Job. 
Admittedly the latter would require new funding and I see no 
alternative but to raise taxes to cover the cost**. 

Evaluation of federal eaployaent and training prograns ceaalns a problea. 
Dr. Kowery noted that we do not yet have rigorous evaluation data to assess 
the effectiveness of these prograns. Although there Is soae evidence — in 
part anecdotal — that the prograns icprove enploynent prospects, there is 
little knowledge to provide guidelines for prograa design. 

Clearly there are nany individual success stories. As Kr. WilllaBs note<ls 

•There are a great nany exanples of successful training ef- 
forts. There are a great nany exanples in terns of various 
industries, llisre are soae unions that have been ouch in- 
volved in training. There are soae projects in terns of re- 
trainlr»g iiko those in the autoaoblle industry that have been 
negotiated with the UAW and Ford... and General Motors**. 

**There are aany success stories in the JTPA in terns of indi- 
viduals. We have tried deliberately in the steelworkers be- 
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cause we have been negotiating with essentially coapanles 
that hcven't got any aoney to spend reaXly, and they're in 
great, alfflcult clrcuastances* So, we cade a dellbe«.ate ef- 
foi to trw to lake as luch use of government finance out 
there as we could... • The whole problea has been that the 
resources available for this have been so Halted In relation 
to the need.... Certainly I think one of the reasons that 
our Bcdest efforts have bc*,n successful Is that the union, 
the workers, md the coapany and the JTPA effort — there has 
been Joint involveaent In doing these things". 



7. Providing Displaced Workers the Option of Early Retlreaent 

Dr. Clnzberg suggested an axendoent to Social Security allowing workers vho 
are uneaployed due to plant shut-downs, to receive reduced benefits If they 
are between 58 and 52 and have 20 or aore years eaployaent. He argued that 
using the Social Security systea would "avoid putting the costs of large 
underfunded pertslon plans on the fed ral systea or the U.S. Trea- iry." 

Dr. Glnzberg noted that It Is coaaon practice for European countries to of- 
fer early retlreaent at age 55 or 58: "It looks to ae like a alnlaua kind 
of a thing that a civilized society alght to be willing to do." 

Hr. HUllafls also stressed the laportancc of an early retlreaent option; 

"Of particular concern to potentially displaced workers In 
restructuring Industries Is the avallabDlty of early pen- 
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slow due to plant shut-dowiu. Alaost ail of our Industrial- 
ized partners provide these older - worker coapensation aea- 
sures not only to facilitate structural changes. lere is 
also a question of social equity. Yet, we are faced with rm 
anooaly. Steel firas have Geclared theaaelves haapered by 
these 'exit costs' and have been engaging in Chapter II baTik- 
ruptciea in order to avoid these obligations, Furtheraore, 
even when pension plans have been terainated and the PBGC as- 
5UBes respouibility for guaranteeing the basic benefits, 
this agency insists upon intervening in collective bargaining 
agreeaents ir the unions attenpt to recover for the structur- 
ally displaced workers those shut-down benefits not guaran- 
teed by the PBGC. My point, Hr. Chairaan, is that workers 
are unable to be sympathetic with the goals of industrial 
transition since there are little transitional prograas as- 
sisting then". 

Requiring Advance Notiftcatlon of Plant Shut-downs or Urge«scale Uyoff 
Host panel neabers advocated aandatory advance notice. Dr. Mowery recon 
nended federal legislation requiring that as nany workers as possible re 
ceivo at least two to three nonths advance notice of plant shut-downs or 
large-scale layoffs. The recocaendation is ba:*cJ on the following ratio 
nale: 

"Worker adjustaent assistance programs are aore effective 
when services are provided to workers prior to their dis- 
placeaent. Such pre- layoff assistance generally is feasible 
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onl.y in the context of advance notice. In addition to in- 
proving the effectiveness of public investacnts in worker ad- 
justaont assistance programs , advance notice reduces the du- 
ration of uneuployaent folloHlng layoff, thus reducing public 
eipenditures on uneoployaent coopensation. A nuaber of 
groups, including the National Association of Manufacturers, 
the Business Roundtable, the Secretary of Labor's Task Force 
on Econoalc Adjustaent and Worker Dislocation, and the Presi- 
dent's Coaaission on Industrial Coapetitiveness, have en- 
dorsed voluntary advance notice". 

"Although there is dlsagreeaent over the aechanisns that will 
provide the broadest possible coverage of the U,S. work 
force, voluntary advance notice does not appear to provide 
substantial advance to more than a saall share of the work 
force. According to the U.S. General Accounting Office, 
nearly 30% of the workers surveyed received no advance notice 
of layoffs or plant shut-downs, while blue-collar workers in 
non-union establishnents received ^n average of only two 
days* noti lea t ion". 

"Under the current voluntary systea of advance notice, the 
costs of plant closings in which advance notice is not pro 
vided are borne prinarily by the taxpayers including other 
eaplpycrs) and the affected workers— enployers choosing to 
close without advance notice create an exernality, reflecting 
the fact that the costs of such actions are not fully taken 
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Into account by enplcyers. Requiring advance notice can re- 
distribute the costs of layoffs and plant shut-downs. Fed- 
eral action to broaden the coverage of workers by advance no- 
tice also follows in an established tradition of actions to 
iMprove the functioning of oarket Bechanisas (e.g., securi- 
ties earket regulation, consuaer protection statutes and reg- 
ulations) by ensuring that inforcation available to one party 
to a transaction is not esployed strategically or v erwise 
Manipulated (as in the caoe of • insider trading on Wall 
Street)**. 

**Reflecting these considerations, the Panel reccanended that 
federal action be taken to broaden thf^ coverage of the U.S. 
vorh force by advance notice, with appropriate provisions to 
ezeapt saall firas and those firas encountering unforeseen 
business circuastances. The Panel reconnended either a fed- 
eral require&ent for advance notice or a tax-based incentive 
plan, which would coabine tax credits on the corporate incoae 
tax Hith surcharges on federal unesployaent insurance taxes 
to reduce the tax burden on fires providing advance notice^. ^ 

Dr. Howery also noted that the issue of added costs to firos resulting froo 
advance notice was discussed by the sanageaent representatives on the 
panel, nost of whos were experienced in providing notice. Hone of these 
representatives felt advance notice cade a significant contribution to the 
costs of doing business. 
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Nor, according to Mr* Wllllaiis, is there evidence that people stop working 
uhen they are notified of plant shut-downs: 

**The truth of the natter is that people work harder... usually 
in soBe desperate 'tteapt to try to have their eaployer un- 
derstand that they ov^t to continue the operation...." 

\ Cinzberg reconaended 90 day notice for plant shut-downs for all units 
of 100 or Bore eaployees: 

**If you can have nanagenen^ have all kinds of these golden 
parachutes, the least you can do is if you've had a worker 
for 25 years on your payroll, to give hin a coupl* of months 
notice**. 

-*I think froa ny studies back in South Vales In the coal ain- 
ing areas in 1939*.. one of the most iaportant things is to 
cooaunicate as early as possible to workers as auch reality 
of the changes that are going to face then as possible, be- 
cause they will then begin to do sose thing about it". 

Dr. Lawrence put it this way: 

"Let De Just say ay view is that closing, of course, isn't 
panacea. But I aa struck that none of us find it very pecu- 
liar that in the property narket a landlord Is required to 
give the tenant 30 days* notice. We sort of take that as al- 
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lost a norn. And I believe that the sane kind of norn of 
Just basic huaan decency— the fact is that a Job «s nore in- 
poptant to people than where they dwell probably. And it 
Just seees to me that dropping people, particularly Khen it's 
en Basse, in an environnent is Just sonething which is basi- 
cally inhuaan. And so, I think it has an efficiency cost". 

"But I also believe that there are tines— as I say, I haven't 
seen the property earket coae grinding to a halt as a conse- 
quence of nandatory advance notification for property, and I 
would do the sane for plant closing". 

Hr. Strassnann expressed his opposition to plant closing legislation be- 
cause he felt it was inpractical and would not achieve its purpose. He 
suggested instead a profit-sharing plan which he believes would be nore ef- 
fective in allev ing the basic problen: 

"Fir^t, 90 days is Just not enought for sonebody to be able 
tc 'ofigure their life. So, I think it is falling far 
short of really being a helpful solution to a ouch deeper en- 
denic kind of a problen. If you are a chenical worker or a 
steelworker, 50 days Just won't do nuch for you". 

"Hy feeling, based on study, is that those conpanies that are 
involved in gain sharing where, in fact, the workers have 
nuch greater understanding and infornation about the profit- 
ability of the coopany— and we have a nunber of very success- 
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ful oxaaples of that— those workers have a long-tern under- 
standing and Inforaatlon about the competitive viability of 
the flr«, and they are able on a long- 1 era basis to nal^e 
Judgaents which are necessary to adjust their whole style of 
living and their direction and exercise Individualized 
choices**. 

In addition to giving workers Inforaatlon about the proflUblUty of their 
flra, Hr. Strassaann believes thah profit-sharing has a nuaber of other ad- 
vantages: 

**The Japanese as well as a saall, but significant, muaber of 
U.S. companies practice some forn of gain-sharing . This Is 
an approach which allows for only a portion of Incoae to coae 
froa wages. A large fraction, soaetlaes exceeding 50 to 1005^ 
of base pay. Is earned on the basis of the overall perfor- 
nance of the enterprise and on an Individual's contribution 
to its success** • 

"The theoretical oeanlng of any Raln-sharlng is far-reauhlng. 
It implies a departure fron the traditional theory of wages 
and how wages are set. As an active participant In the suc- 
cess or failure of a buslnes3 the eaployee cannot be seen any 
Boro as soaeone who Just rents his tlae at a contract wage 
rate. The eaployee becoaes partially an owner because he 
contributes not only labor but also capital In the fora of 
his knowledge and personal Involvement. Thus, as any In- 
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vestor, he shares not only In risks but also in the gains". 



"Tlie policy consequences of a widespread adoption of ^^aln-* 



sharlnK are far-reaching. For Instance, It would suggest 
that all galn-sharlng should be treated as capital gains and 
not as Incoae. This would change tax laws. It would also 
aiter the way how individuals perceive their ability to in- 
fluence the workplace and working conditions". 

"Firas that use sooe sort of gain-sharing show better produc- 
tivity, enhanced Job-infornation, Inproved industrial rela- 
tions, greater ccnpetitiveness and superior social concerns, 
thus relieving nuch of the persistent pressure for ever ir.- 
creasing aaounts of legislative and regulatory actions^'. 

"The lessons to be learned froa businesses. that treat; their 
enployees as part-owners should influence Congress to u'<opt a 
national policy supporting gain-sharing". 

Providing Second and Third Chance Opportunities to Cain BasXc Skills Con- 
patencies 

The panel agreed that basic coapotencies in coaaunication and problea- 
solving skills would becone inci aasingly laportant in the workplace of the 
future. 

Dr. Ginsberg put it this ways 
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"rh« Fodaral Covernment [should encourage] state and local 
governaents and the private sector to provide second and 
third chance opportunities to young people who drop out of 
high school lacking basic coipotencles— arlthaetlc, reading, 
coBsunlcatlon— «*Uhout Khlch they can't get or hold a job In 
the service economy that currently provides 3 out of every U 
Jobs. Good technology without a coapetent labor force Is not 
the answer to our econoalc future^. 

These basic skills prograns would be acre effective If they were linked to 
jobs. Dr. Clm:berg recomaended a federally tv-^M jobs prograo with a ba- 
sic competencies coiponent: 

"Since the young people who drop out of school nave a nega- 
tive laage of the educational process, It Is laportant to try 
to reduce the drop-out rate by offering then part-tlae jobs 
In which they aay be Interested. Slf^lUriy, after they drop 
out, one cannot got thca back Into school slnply for remedial 
work. Such an effort bus t be linked to jobs and training". 

Indeed, these prograns aay help prevent soae of the costly worktsr readjust- 
aents necessitated by Industrial transition: 

".•.retraining Is leportant for people who have the coapeten- 
cles to be retrained,*., but If you don't have the basic ed- 
ucational coapetencles, you can't be retrained. A lot of the 
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autosobUe workers' experiences in retraining, espt^cially in 
the Los Angeles area, froa autoaobiles to conputers, did not 
work". 

Hr. Uilliaas reached siailar conclusions: 

"We need to try to focus in terns of results, try to relate 
training to Job prospects that night be available... but on a 
parallel track... He should be working at the basic 
skills... at yj\iF ;^c, «. Jucation, and at cosputer liter- 

a- 

But Kr. Ulllians feels we do not do a very good Job of educating our entire 
population: 

"...the top half of the work force in America, we do a great 
Job. Our universities are world class, and in all of thess 
we're conpetitive. Froa the eiddle down we do a very poor 
Job. And we do that poor Job in a variety of places. We 
don't do it too weH in our school systen.... Cn the indus- 
try side of it, we don't do in*house training nearly a« 
well". 

Dr. Ginzberg's oajor concern is that "many oinority ycuth are coning into 
the labor force blocked fron 'jonpeting f-^r nainline Jobs" because of high 
dropoout rates in the inner city. I.i his view: 
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•*.**Aa8rican society is at risk if a significant ninority of 
all our citizens cannot becoae seJf-supporting". 

"He have a whole section of our population that is cut off 
trcn the new work force. ITiat is v^e single Bost serious 
problea that I see in the Aaerican econoay today", 

"And that aeans that since I don't believe we can restructure 
the eleaentary and secondary schooling very quickly— ay col- 
league used to say it took ^0 years to get an innovation into 
* the educational systea— we have to have second and third 
chance opportunities. In World War II I was in charge of a 
considerable part of the teaching of illiterates. They 
weren't total illiterates. He took then in the Aray— 300,000 
of then. And we brought then ap to snuff Pi'etty quickly, 
•niat was one of ay Eisenhower studies called »Th3 Unedu- 
cated'". 

Overall, Dr. Ginsberg renains optiaistic about the ability of the e 
to provide Jobs for young people". 

".,.1 think when you're dealing with younger people, the in- 
portant thing to do is to have hopefully the econoay buoyant 
enough that with sone kinds of noney for counseling and Job 
search and so on, you can nove people around". 

"He saw that a large '^'laber of workers out of Detroit went to 
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Houstai, Then Houston fell on Its T-cs, so they had to go 
back to Detroit. But by and large, If you're In the younger 
age groups, I think the outstanding feeling that I have about 
the Aserlcan econcay is thac in a continuing expand In/: If^^bor 
aarket— and we have had nore and nore Jobs— the younger peo- 
ple can by and lar^e nake it". 
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Dr. Lawrence did suggest that an afflrnative Injury finding by the ITC 
should trigger liberalized standards for assessing aergers of firns not 
protected by quotas* 

"If an industry is judged by the iTC to be serioa«^ly dacaged 
by inports then there is little worry tnat vgers will lead 
to icperfect conpetition". 

Anne 0* Kruger, a menber of the national Acadeay of Sciences panel 
represented by Dr. Kowery, opposed nandatory advance i.otice: 

"Advance notification of layoffs is undoubtedly beneficial to 
those workers who wi?l lose their jobs, if there were no 
negative side efftcts associated with advance notification, 
it would clearly be beneficia? to all". 

"There will be several side effects, however, if notification 
Is Bandatory. First, the necessary enforcenent apparatus 
would increase the cost of doing business. Second, for all 
flros, but especially for risky ones, knowledge that layoffs 
could not be oade on short notice would increase incentives 
to use capital and hire fewer workers. To the extent that 
fewer Jobs would be created, tha proposed requirenent would 
hurt the enploynent prosp^icts of those the proposal is de- 
signed to assist. That mandatory periods prior to layoffs 
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can result in scalier ^evels of enploynent has been well doc- 
uaented in nunber of developing countries. Third, require- 
aents of advance notification reduce the flexibility of firos 
already in difficulty. The requlreaent is, in effect, the 
sane as a tax for these flrss". 

"I conclude that advance notification is desirable, and ef- 
forts to educated enployers of its value to employees should 
be encouraged. With respect to nandatory notification, hOK- 
ever, I believe that the evidence is far fron sufficient to 
warrant such a step". 
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